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§1269.5

with “§1266.17(b)(2)1)(B)” and “§950.17(d) ”
with “§1266.17(d)”; in (c), “part 950” is replaced
with “part 1266”, effective Jan. 10, 2011.

§1269.5 Additional provisions apply-
ing to all standby letters of credit.

(a) Requirements. BEach standby letter
of credit issued or confirmed by a Bank
shall:

(1) Contain a specific expiration date,
or be for a specific term; and

(2) Require approval in advance by
the Bank of any transfer of the standby
letter of credit from the original bene-
ficiary to another person or entity.

(b) Additional collateral provisions. (1)
A Bank may take such steps as it
deems necessary to protect its secured
position on standby letters of credit,
including requiring additional collat-
eral, whether or not such additional
collateral conforms to the require-
ments of §§1269.2 or 960.3 of this part.

(2) Collateral pledged by a member or
housing associate to secure a letter of
credit issued or confirmed on its behalf
by a Bank shall be subject to the provi-
sions of §§950.7(d), 950.7(e), 950.8, 950.9
and 950.10 of this title.

[63 FR 65699, Nov. 30, 1998, as amended at 65
FR 8265, Feb. 18, 2000; 656 FR 44431, July 18,
2000. Redesignated and amended at 67 FR
12853, Mar. 20, 2002; 75 FR 8240, Feb. 24, 2010]

EFFECTIVE DATE NOTE: At 75 FR 76623, Dec.
9, 2010, §1269.5 was amended in (b)(1) by re-
moving “ §960.3”, and replacing it with
“§1269.3”; in (b)(2), “8§§950.7(d), 950.7(e), 950.8,
950.9 and 950.10 of this title” is replaced with
“ §§1266.7(d), 1266.7(e), 1266.8, 1266.9 and 1266.10
of this chapter”, effective Jan. 10, 2011.
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§1273.1 Definitions.

For purposes of this part:

Audit Committee means the OF Inde-
pendent Directors acting as the com-
mittee established in accordance with
§1273.9 of this part.

Bank written in title case, means a
Federal Home Loan Bank established
under section 12 of the Bank Act (12
U.S.C. 1432).

Bank Act means the Federal Home
Loan Bank Act, as amended (12 U.S.C.
1421 through 1449).

Bank System means the Federal Home
Loan Bank System, consisting of the
twelve Banks and the Office of Fi-
nance.

Chair means the chairperson of the
board of directors of the Office of Fi-
nance.

Chief Executive Officer or CEO means
the chief executive officer of the Office
of Finance.

Consolidated obligations means any
bond, debenture or note on which the
Banks are jointly and severally liable
and which was issued under section 11
of the Bank Act (12 U.S.C. 1431) and any
implementing regulations, whether or
not such instrument was originally
issued jointly by the Banks or by the
Federal Housing Finance Board on be-
half of the Banks.

FHFA means the Federal Housing Fi-
nance Agency.

Financing Corporation or FICO means
the Financing Corporation established
and supervised by FHFA under section
21 of the Bank Act (12 U.S.C. 1441).

Generally accepted accounting prin-
ciples or GAAP means accounting prin-
ciples generally accepted in the United
States.

Independent Director means a member
of the OF board of directors who meets
the qualifications set forth in
§1273.7(a)(2) of this part.

NRSRO means a credit rating organi-
zation registered as a Nationally Rec-
ognized Statistical Rating Organiza-
tion with the Securities and Exchange
Commission.

Office of Finance or OF means the Of-
fice of Finance, a joint office of the
Banks established under this part 1273
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and referenced in the Bank Act and the
Safety and Soundness Act.

Resolution Funding Corporation or
REFCORP means the Resolution Fund-
ing Corporation established by section
21B of the Bank Act (12 U.S.C. 1441b).

Safety and Soundness Act means the
Federal Housing Enterprises Financial
Safety and Soundness Act of 1992 (12
U.S.C. 4501 et seq.), as amended.

§1273.2 Authority of the OF.

(a) General. The OF shall enjoy such
incidental powers under section 12(a) of
the Bank Act (12 U.S.C. 1432(a)), as are
necessary, convenient and proper to ac-
complish the efficient execution of its
duties and functions pursuant to this
part, including the authority to con-
tract with a Bank or Banks for the use
of Bank facilities or personnel in order
to perform its functions or duties.

(b) Agent. The OF, in the performance
of its duties, shall have the power to
act on behalf of the Banks in issuing
consolidated obligations and in paying
principal and interest due on the con-
solidated obligations, or other obliga-
tions of the Banks.

(c) Assessments. The OF shall have au-
thority to assess the Banks for the
funding of its operations in accordance
with §1273.5 of this part.

§1273.3 Functions of the OF.

(a) Joint debt issuance. Subject to
parts 965 and 966 of this title, and this
part, the OF, as agent for the Banks,
shall offer, issue, and service (including
making timely payments on principal
and interest due) consolidated obliga-
tions.

(b) Preparation of combined financial
reports. The OF shall prepare and issue
the combined annual and quarterly fi-
nancial reports for the Bank System in
accordance with the requirements of
§1273.6(b) and appendix A of this part,
using comnsistent accounting policies
and procedures as provided in §1273.9(b)
of this part.

(c) Fiscal agent. The OF shall function
as the fiscal agent of the Banks.

(d) Financing Corporation and Resolu-
tion Funding Corporation. The OF shall
perform such duties and responsibil-
ities for FICO as may be required under
part 995 of this title, or for REFCORP
as may be required under part 996 of

§1273.5

this title or authorized by FHFA pur-
suant to section 21B(c)(6)(B) of the
Bank Act (12 U.S.C. 1441b(c)(6)(B)).

§1273.4 FHFA oversight.

(a) OQversight and enforcement actions.
FHFA shall have such oversight au-
thority over the OF, the OF board of
directors, the officers, employees,
agents, attorneys, accountants, or
other OF staff as set forth in the Bank
Act, the Safety and Soundness Act, and
FHFA regulations issued thereunder.

(b) Examinations. Pursuant to section
20 of the Bank Act (12 U.S.C. 1440),
FHFA shall examine the OF, all funds
and accounts that may be established
pursuant to this part 1273, and the op-
erations and activities of the OF, as
provided for in the Bank Act, the Safe-
ty and Soundness Act, or any regula-
tions promulgated pursuant thereto.

(c) Combined financial reports. FHFA
shall determine whether a combined
Bank System annual or quarterly fi-
nancial report complies with the stand-
ards of this part.

§1273.5 Funding of the OF.

(a) Generally. The Banks are respon-
sible for jointly funding all the ex-
penses of the OF, including the costs of
indemnifying the members of the OF
board of directors, the Chief Executive
Officer, and other officers and employ-
ees of the OF, as provided for in this
part.

(b) Funding policies.—(1) At the direc-
tion of and pursuant to policies and
procedures adopted by the OF board of
directors, the Banks shall periodically
reimburse the OF in order to maintain
sufficient operating funds under the
budget approved by the OF board of di-
rectors. The OF operating funds shall
be:

(i) Available for expenses of the OF
and the OF board of directors, accord-
ing to their approved budgets; and

(ii) Subject to withdrawal by check,
wire transfer or draft signed by the
Chief Executive Officer or other per-
sons designated by the OF board of di-
rectors.

(2) Bach Bank’s respective pro rata
share of the reimbursement described
in paragraph (b)(1) of this section shall
be based on a reasonable formula ap-
proved by the OF board of directors.
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Such formula shall be subject to the re-
view of FHFA, and the OF board of di-
rectors shall make any changes to the
formula as may be ordered by FHFA
from time to time.

(c) Alternative funding method. With
the prior approval of FHFA, the OF
board of directors may, by contract
with a Bank or Banks, choose to be re-
imbursed through a fee structure, in
lieu of or in addition to assessment, for
services provided to the Bank or
Banks.

(d) Prompt reimbursement. Each Bank
from time to time shall promptly for-
ward funds to the OF in an amount rep-
resenting its share of the reimburse-
ment described in paragraph (b) of this
section when directed to do so by the
Chief Executive Officer pursuant to the
procedures of the OF board of direc-
tors.

(e) Indemnification expenses. All ex-
penses incident to indemnification of
the members of the OF board of direc-
tors, the Chief Executive Officer, and
other officers and employees of the OF
shall be treated as an expense of the
OF to be reimbursed by the Banks
under the provisions of this part.

(f) Operating funds segregated. Any
funds received by the OF from the
Banks pursuant to this section for OF
operating expenses promptly shall be
deposited into one or more accounts
and shall not be commingled with any
proceeds from the sale of consolidated
obligations in any manner.

§1273.6 Debt management duties of
the OF.

(a) Issuing and servicing of consolidated
obligations. The OF, as agent for the
Banks, shall issue and service (includ-
ing making timely payments on prin-
cipal and interest due, subject to
§§966.8 and 966.9 of this title) consoli-
dated obligations pursuant to and in
accordance with the policies and proce-
dures established by the OF board of
directors under this part.

(b) Combined financial reports require-
ments. The OF, under the oversight of
the Audit Committee, shall prepare
and distribute the combined annual
and quarterly financial reports for the
Bank System in accordance with the
following requirements:

12 CFR Ch. XII (1-1-11 Edition)

(1) The scope, form, and content of
the disclosure generally shall be con-
sistent with the requirements of the
Securities and Exchange Commission
Regulations S-K and S-X (17 CFR parts
229 and 210).

(2) Information about each Bank
shall be presented as a segment of the
Bank System as if generally accepted
accounting principles regarding busi-
ness segment disclosure applied to the
combined annual and quarterly finan-
cial reports of the Bank System, and
shall be presented using consistent ac-
counting policies and procedures as
provided in §1273.9(b) of this part.

(3) The standards set forth in para-
graphs (b)(1) and (b)(2) of this section
are subject to the exceptions set forth
in appendix A to this part.

(4) The combined Bank System an-
nual financial reports shall be filed
with FHFA and distributed to each
Bank and Bank member within 90 days
after the end of the fiscal year. The
combined Bank System quarterly fi-
nancial reports shall be filed with
FHFA and distributed to each Bank
and Bank member within 45 days after
the end of the of the first three fiscal
quarters of each year.

(5) The Audit Committee shall ensure
that the combined Bank System an-
nual or quarterly financial reports
comply with the standards of this part.

(6) The OF and the OF board of direc-
tors, including the Audit Committee,
shall comply promptly with any direc-
tive of FHFA regarding the prepara-
tion, filing, amendment, or distribu-
tion of the combined Bank System an-
nual or quarterly financial reports.

(7) Nothing in this section shall cre-
ate or be deemed to create any rights
in any third party.

(c) Capital markets data. The OF shall
provide capital markets information
concerning debt to the Banks.

(d) NRSROs. The OF shall manage the
relationships with NRSROs in connec-
tion with their rating of consolidated
obligations.

(e) Research. The OF shall conduct re-
search reasonably related to the
issuance or servicing of consolidated
obligations.

(f) Monitor Banks’ credit exposure. The
OF shall timely monitor, and compile
relevant data on, each Bank’s and the

310



Federal Housing Finance Agency.

Bank System’s unsecured credit expo-
sure to individual counterparties.

§1273.7 Structure of the OF board of
directors.

(a) Membership. The OF board of di-
rectors shall consist of seventeen part-
time members as follows:

(1) The twelve Bank presidents, er
officio, provided that if the presidency
of any Bank becomes vacant, the per-
son designated by the Bank’s board of
directors to temporarily fulfill the du-
ties of president of that Bank shall
serve on the OF board of directors until
the presidency is filled permanently;
and

(2) Five Independent Directors who—

(i) BEach shall be a citizen of the
United States;

(ii) As a group, shall have substantial
experience in financial and accounting
matters; and

(iii) Shall not have any material re-
lationship with a Bank, or the OF (di-
rectly or as a partner, shareholder or
officer of an organization), as deter-
mined under criteria set forth in a pol-
icy adopted by the OF board of direc-
tors. At a minimum, such policy shall
provide that an Independent Director
may not:

(A) Be an officer, director, or em-
ployee of any Bank or member of a
Bank, or have been an officer director
or employee of a Bank or member of a
Bank during the previous three years;

(B) Be an officer or employee of the
OF, or have been an officer or employee
of the OF during the previous three
years; or

(C) Be affiliated with any consoli-
dated obligations selling or dealer
group under contract with OF, or hold
shares or any other financial interest
in any entity that is part of a consoli-
dated obligations seller or dealer group
in an amount greater than the lesser of
$250,000 or 0.01% of the market capital-
ization of the seller or dealer group; or
in an amount that exceeds $1,000,000 for
all entities that are part of any con-
solidated obligations seller dealer
group, combined. For purposes of this
paragraph (a)(2)(iii)(C), a holding com-
pany of an entity that is part of a con-
solidated obligations seller or dealer
group shall be deemed to be part of the
consolidated obligations selling or

§1273.7

dealer group if the assets of the holding
company’s subsidiaries that are part of
a consolidated obligation seller or deal-
er group constitute 35% or more of the
consolidated assets of the holding com-
pany.

(b) Terms.—(1) Except as provided in
paragraphs (b)(2) and (c)(1) of this sec-
tion, each Independent Director shall
serve for five-year terms (which shall
be staggered so that no more than one
Independent Director seat would be
scheduled to become vacant in any one
year), and shall be subject to removal
or suspension in accordance with
§1273.4(a) of this part. An Independent
Director may not serve more than two
full, consecutive terms, provided that
any partial term served by an Inde-
pendent Director pursuant to para-
graph (b)(2) of this section, or time
served by a private citizen member of
the OF Board pursuant to an appoint-
ment made prior to the effective date
of this part, shall not count as a term
for purposes of this restriction.

(2) The OF board of directors shall
fill any vacancy among the Inde-
pendent Directors occurring prior to
the scheduled end of a term by major-
ity vote, subject to FHFA’s review of,
and non-objection to, the new Inde-
pendent Director. The OF board of di-
rectors shall provide FHFA with the
same biographic and background infor-
mation about the new Independent Di-
rector required under paragraph (d) of
this section, and FHFA shall have the
same rights of non-objection to the
Independent Director (and to appoint a
different Independent Director) as set
forth in paragraph (d) of this section. A
person shall be elected (or otherwise
appointed by FHFA) under this para-
graph to serve only for the remainder
of the term associated with the vacant
directorship.

(c) Initial selection of Independent Di-
rectors.—(1) As soon as practicable after
the effective date of this regulation,
FHFA shall fill the initial Independent
Director positions by appointment. The
Independent Directors shall be ap-
pointed for such periods of time, not to
exceed five years, to assure the terms
are staggered in accordance with para-
graph (b)(1) of this section.
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(2) The two Bank presidents and the
private citizen member who con-
stituted the OF board of directors im-
mediately prior to the effective date of
this rule shall, in consultation with the
Banks, agree on a slate of at least five
persons and nominate such persons for
consideration for appointment as Inde-
pendent Directors by FHFA under this
paragraph (c). The nominations shall
be submitted to FHFA on or before
June 17, 2010. FHFA may appoint per-
sons nominated under this paragraph
or other persons identified by it and
meeting the requirements of paragraph
(a)(2) of this section, or some combina-
tion.

(d) Election of Independent Directors
after the initial terms. Once the terms of
the Independent Directors initially ap-
pointed by FHFA expire or the posi-
tions otherwise become vacant, the
Independent Directors subsequently
shall be elected by majority vote of the
OF board of directors, subject to
FHFA’s review of, and non-objection
to, each Independent Director. The OF
board of directors shall provide FHFA
with relevant biographic and back-
ground information, including informa-
tion demonstrating that the new Inde-
pendent Director meets the require-
ments of paragraph (a)(2) of this sec-
tion, at least 20 business days before
the person assumes any duties as a
member of the OF board of directors. If
the OF board of directors, in FHFA’s
judgment, fails to elect a suitably
qualified person, FHFA may appoint
some other person who meets the re-
quirements of paragraph (a)(2) of this
section. FHFA will provide notice of its
objection to a particular Independent
Director prior to the date that such Di-
rector is to assume duties as a member
of the OF board of directors. Such no-
tice shall indicate whether, given
FHFA’s objection, FHFA intends to fill
the seat through appointment or a new
election should be held by the OF board
of directors.

(e) Initial Selection of Chair and Vice-
Chair. The first Chair and Vice-Chair of
the OF board of directors after the ef-
fective date of this regulation shall be
appointed by FHFA. The Chair shall be
selected from among the Independent
Directors appointed under paragraph
(¢)(1) of this section. The Vice-Chair

12 CFR Ch. XII (1-1-11 Edition)

shall be selected from among all OF
board directors.

(f) Subsequent Election of Chair and
Vice-Chair. After the terms of the per-
sons selected under paragraph (e) of
this section expire or the positions oth-
erwise become vacant:

(1) Subsequent Chairs shall be elected
by majority vote of the OF board of di-
rectors from among the Independent
Directors then serving on the OF board
of directors; and

(2) Subsequent Vice-Chairs shall be
elected by majority vote of the OF
board of directors from among all di-
rectors.

(3) The OF board of directors shall
promptly inform FHFA of the election
of a Chair or Vice-Chair. If FHFA ob-
jects to any Chair or Vice-Chair elected
by the OF board of directors, FHFA
shall provide written notice of its ob-
jection within 20 business days of the
date that FHFA first receives the no-
tice of the election of the Chair and or
Vice-Chair, and the OF board of direc-
tors must then promptly elect a new
Chair or Vice-Chair, as appropriate.

(g) By-laws and Committees.—(1) The
OF board of directors shall adopt by-
laws governing the manner in which
the board conducts its affairs, which
shall be consistent with the require-
ments of this part and other applicable
laws and regulations as administered
by FHFA. The by-laws of the board of
directors shall be subject to review and
approval by FHFA.

(2) In addition to the Audit Com-
mittee required under §1273.9 of this
part, the OF board of directors may es-
tablish other committees, including an
Executive Committee. The duties and
powers of such committee, including
any powers delegated by the OF board
of directors, shall be specified in the
by-laws of the board of directors or the
charter of the committee.

(h) Compensation.—(1) The Bank
presidents shall not receive any addi-
tional compensation or reimbursement
as a result of their service as a director
of the OF board.

(2) The OF shall pay reasonable com-
pensation and expenses to the Inde-
pendent Directors in accordance with
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the requirements for payment of com-
pensation and expenses to Bank direc-
tors as set forth in part 1261 of this
title.

(i) Corporate Governance and Indem-
nification.—(1) General. The corporate
governance practices and procedures of
the OF, and practices and procedures
related to indemnification (including
advancement of expenses) shall comply
with applicable Federal law rules and
regulations.

(2) Election and designation of body of
law. To the extent not inconsistent
with paragraph (i)(1) of this section,
the OF shall elect to follow the cor-
porate governance and indemnification
practices and procedures set forth in
one of the following: (i) The law of the
jurisdiction in which the principal of-
fice of the OF is located, as amended;
(ii) the Delaware General Corporation
Law (Del. Code Ann. Title 8, as amend-
ed); or (iii) the Revised Model Business
Corporation Act, as amended. The OF
board of directors, as constituted under
this part, shall designate in its by-laws
the body of law elected pursuant to
this paragraph (i)(2) within 90 calendar
days from the date that it holds the or-
ganizational meeting required under
§1273.10(a) of this part.

(3) Indemnification. Subject to para-
graphs (i)(1) and (i)(2) of this section, to
the extent applicable, the OF shall in-
demnify (and advance the expenses of)
its directors, officers and employees
under such terms and conditions as are
determined by the OF board of direc-
tors. The OF shall be authorized to
maintain insurance for its directors,
the CEO, and any other officer or em-
ployee of the OF. Nothing in this para-
graph shall affect any rights to indem-
nification (including the advancement
of expenses) that a director, the CEO,
or any other officer or employee of the
OF had with respect to any actions,
omissions, transactions, or facts occur-
ring prior to the effective date of this
paragraph (i).

(j) Delegation. In addition to any dele-
gation to a committee allowed under
paragraph (g) of this section, the OF
board of directors may delegate any of
its authority or duties to any employee
of the OF in order to enable OF to
carry out its functions.

§1273.8

(k) Outside staff and consultants. In
carrying out its duties and responsibil-
ities, the OF board of directors, or any
committee thereof, shall have author-
ity to retain staff and outside counsel,
independent accountants, or other out-
side consultants at the expense of the
OF.

§1273.8 General duties
board of directors.

of the OF

(a) General. Bach director shall have
the duty to:

(1) Carry out his or her duties as di-
rector in good faith, in a manner such
director believes to be in the best in-
terests of the OF and the Bank System,
and with such care, including reason-
able inquiry, as an ordinarily prudent
person in a like position would use
under similar circumstances;

(2) Administer the affairs of the OF
fairly and impartially and without dis-
crimination in favor of or against any
Bank;

(3) At the time of appointment or
election, or within a reasonable time
thereafter, have a working familiarity
with basic finance and accounting
practices, including the ability to read
and understand the Banks’ combined
balance sheets and income statements
and the relevant financial statements
of the OF and to ask substantive ques-
tions of management and the internal
and external auditors with regard to
both the combined financial state-
ments of the Bank System and the op-
erations and financial statements of
the OF, as appropriate; and

(4) Direct the operations of the OF in
conformity with the requirements set
forth in the Bank Act, Safety and
Soundness Act, and this chapter.

(b) Meetings and quorum. The OF
board of directors shall conduct its
business by majority vote of its mem-
bers at meetings convened in accord-
ance with its by-laws, and shall hold no
fewer than six in-person meetings an-
nually. Due notice shall be given to
FHFA by the Chair prior to each meet-
ing. A quorum, for purposes of meet-
ings of the OF board of directors, shall
require a majority of sitting board
members, which must include a major-
ity of sitting Independent Directors.
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(c) Duties regarding COs. The OF
board of directors shall oversee the es-
tablishment of policies regarding COs
that shall:

(1) Govern the frequency and timing
of issuance, issue size, minimum de-
nomination, CO concessions, under-
writer qualifications, currency of
issuance, interest-rate change or con-
version features, call features, prin-
cipal indexing features, selection and
retention of outside counsel, selection
of clearing organizations, and the se-
lection and compensation of under-
writers for consolidated obligations,
which shall be in accordance with the
requirements and limitations set forth
in paragraph (c)(4) of this section;

(2) Prohibit the issuance of COs in-
tended to be privately placed with or
sold without the participation of an
underwriter to retail investors, or
issued with a concession structure de-
signed to facilitate the placement of
the COs in retail accounts, unless the
OF has given notice to the board of di-
rectors of each Bank describing a pol-
icy permitting such issuances, solic-
iting comments from each Bank’s
board of directors, and considering the
comments received before adopting a
policy permitting such issuance activi-
ties;

(3) Require all broker-dealers or un-
derwriters under contract to the OF to
have and maintain adequate suitability
sales practices and policies, which
shall be acceptable to, and subject to
review by, the OF;

(4) Require that COs shall be issued
efficiently and at the lowest all-in
funding costs over time, consistent
with—

(i) Prudent risk-management prac-
tices, prudential debt parameters,
short and long-term market condi-
tions, and the Banks’ role as GSEs;

(ii) Maintaining reliable access to the
short-term and long-term capital mar-
kets; and

(iii) Positioning the issuance of debt
to take advantage of current and fu-
ture capital market opportunities.

(d) Other duties. The OF board of di-
rectors shall:

(1) Set policies for management and
operation of the OF;

(2) Approve a strategic business plan
for the OF in accordance with the pro-
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visions of §917.5 of this title, as appro-
priate;

(3) Review, adopt and monitor annual
operating and capital budgets of the
OF in accordance with the provisions
of §917.8 of this title, as appropriate;

(4) Select, employ, determine the
compensation for, and assign the duties
and functions of a Chief Executive Offi-
cer of the OF who shall—

(i) Be head of the OF and direct the
implementation of the OF board of di-
rectors’ policies;

(ii) Serve as a member of the Direc-
torate of the FICO, pursuant to section
21(b)(1)(A) of the Bank Act (12 U.S.C.
1441(b)(1)(A)); and

(iii) Serve as a member of the Direc-
torate of the REFCORP, pursuant to
section 21B(c)(1)(A) of the Bank Act (12
U.S.C. 1441b(c)(1)(A)).

(5) Review and approve all contracts
of the OF, except for contracts for
which exclusive authority is provided
to the Audit Committee by paragraphs
(b)(5) and (b)(6) of §1273.9; and

(6) Assume any other responsibilities
that may from time to time be as-
signed to it by FHFA.

(e) No rights created. Nothing in this
part shall create or be deemed to cre-
ate any rights in any third party.

§1273.9 Audit Committee.

(a) Composition. The Independent Di-
rectors shall serve as the Audit Com-
mittee. The Audit Committee shall
elect its chairperson from among its
members. The Chairperson of the OF
may also serve as chairperson of the
Audit Committee, if the Audit Com-
mittee members so decide.

(b) Responsibilities.—(1) The Audit
Committee shall be responsible for
overseeing the audit function of the OF
and the preparation and the accurate
and meaningful combination of infor-
mation submitted by the Banks in the
Bank System’s combined financial re-
ports.

(2) For purposes of the combined fi-
nancial reports, the Audit Committee
shall ensure that the Banks adopt con-
sistent accounting policies and proce-
dures to the extent necessary for infor-
mation submitted by the Banks to the
OF to be combined to create accurate
and meaningful combined financial re-
ports.
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(3) The Audit Committee, in con-
sultation with FHFA, may establish
common accounting policies and proce-
dures for the information submitted by
the Banks to the OF for the combined
financial reports where the Committee
determines such information provided
by the several Banks is inconsistent
and that consistent policies and proce-
dures regarding that information are
necessary to create accurate and mean-
ingful combined financial reports.

(4) To the extent possible the Audit
Committee shall operate consistent
with the requirements pertaining to
audit committee reports set forth in
Item 407(d)(3) of Regulation S-K pro-
mulgated by the Securities and Ex-
change Commission.

(5) The Audit Committee shall over-
see internal audit activities, including
the selection, evaluation, compensa-
tion and, where appropriate, replace-
ment of the internal auditor. The in-
ternal auditor shall report directly to
the Audit Committee and administra-
tively to executive management.

(6) The Audit Committee shall have
the exclusive authority to employ and
contract for the services of an inde-
pendent, external auditor for the
Banks’ annual and quarterly combined
financial statements and of an inde-
pendent, external auditor for OF.

(7) The Audit Committee shall direct
senior management to maintain the re-
liability and integrity of the account-
ing policies and financial reporting of
the OF.

(8) The Audit Committee shall review
the basis for the OF’s financial state-
ments and the external auditor’s opin-
ion rendered with respect to such fi-
nancial statements.

(9) The Audit Committee shall ensure
that senior management has estab-
lished and is maintaining an adequate
internal control system within the OF
by:

(i) Reviewing the OF’s internal con-
trol system and the resolution of iden-
tified material weaknesses and report-
able conditions in the internal control
system, including the prevention or de-
tection of management override or
compromise of the internal control sys-
tem; and

(ii) Reviewing the programs and poli-
cies of the OF designed to ensure com-
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pliance with applicable laws, regula-
tions, and policies and monitoring the
results of these compliance efforts.

(10) The Audit Committee shall re-
view the policies and procedures estab-
lished by senior management to assess
and monitor implementation of the OF
strategic business plan and the oper-
ating goals and objectives contained
therein.

(11) The Audit Committee shall pro-
vide an independent, direct channel of
communication between the OF’s board
of directors and the internal and exter-
nal auditors.

(12) The Audit Committee shall con-
duct or authorize investigations into
any matters within the Audit Commit-
tee’s scope of responsibilities.

(13) The Audit Committee shall re-
port periodically its findings to the
OF’s board of directors.

(14) The Audit Committee shall pre-
pare written minutes of each Audit
Committee meeting.

(¢c) Charter—(1) The Audit Com-
mittee shall adopt, and the OF board of
directors shall approve, a formal writ-
ten charter, consistent with the duties
and authority set forth in this section,
that specifies the scope of the Audit
Committee’s powers and responsibil-
ities. The Audit Committee and the OF
board of directors shall:

(i) Review, and assess the adequacy
of and, where appropriate, amend the
Audit Committee charter on an annual
basis; and

(ii) Re-adopt and re-approve, respec-
tively, the Audit Committee charter
not less often than every three years.

(2) The charter of the Audit Com-
mittee shall be subject to review and
approval by FHFA.

(d) No delegation. The Audit Com-
mittee may not delegate the respon-
sibilities assigned to it under this sec-
tion to any person, or to any other
committee or sub-committee of the OF
board of directors.

§1273.10 Transition.

(a) Within 45 calendar days of the
date on which FHFA first appoints an
Independent Director pursuant to
§1273.7(c) of this part, the OF board of
directors as structured under this part
shall hold an organizational meeting.
At the time of such meeting, the OF
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board of directors and its Audit Com-
mittee shall be deemed to be reconsti-
tuted in accordance with this part,
and, except as set forth in paragraph
(c) of this section, shall thereafter op-
erate in accordance with this part. The
date of this organizational meeting
shall be set by the Independent Direc-
tor that has been appointed as Chair-
man of the OF board of directors by
FHFA pursuant to §1273.7(e) of this
part.

(b) Until the date of the organiza-
tional meeting required by paragraph
(a) of this section, the board of direc-
tors of OF, and audit committee there-
of, as in existence immediately prior to
the effective date of this rule, shall
continue to have power and authority
to act as the OF board of directors or
audit committee thereof, as applicable.
Further, the board members who
served as Chair and Vice-Chair of the
OF board immediately prior to the ef-
fective date of this rule shall continue
also to serve in these capacities until
the date of the organizational meeting
required under paragraph (a).

(c) Further, the audit committee as
in existence immediately prior to the
effective date of this rule shall con-
tinue to have responsibility and over-
sight authority with regard to the
preparation and publication of the
combined financial report for any re-
porting period that ends prior to July
1, 2010, unless the board of directors es-
tablished under this part determines
that the Audit Committee as estab-
lished under this part should be given
such responsibility.

APPENDIX A TO PART 1273—EXCEPTIONS
TO THE GENERAL DISCLOSURE
STANDARDS

A. Related-party transactions. Item 404 of
Regulation S-K, 17 CFR 229.404, requires the
disclosure of certain relationships and re-
lated party transactions. In light of the co-
operative nature of the Bank System, re-
lated-party transactions are to be expected,
and a disclosure of all related-party trans-
actions that meet the threshold would not be
meaningful. Instead, the combined annual
report will disclose the percent of advances
to members an officer of which serves as a
Bank director, and list the top ten holders of
advances in the Bank System and the top
five holders of advances by Bank, with a fur-
ther disclosure indicating which of these
members had an officer that served as a
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Bank director. The combined financial re-
port will also disclose the top ten holders of
advances in the Bank System by holding
company, where the advances of all affiliates
within a holding company are aggregated.

B. Biographical information. The biographi-
cal information required by Items 401 and 405
of Regulation S-K, 17 CFR 229.401 and 405,
will be provided only for members of the OF
board of directors, including the Bank presi-
dents, the Chair and Vice-Chair of the board
of directors of each Bank, and the Chief Ex-
ecutive Officer of OF.

C. Compensation. The information on com-
pensation required by Item 402 of Regulation
S-K, 17 CFR 229.402, will be provided only for
Bank presidents and the CEO of the OF.
Since stock in each Bank trades at par, the
OF will not include the performance graph
specified in Item 402(1) of Regulation S-K, 17
CFR 229.402(1).

D. Submission of matters to a vote of stock-
holders. No information will be presented on
matters submitted to shareholders for a
vote, as otherwise required by Item 4 of the
SEC’s form 10-K, 17 CFR 249.310. The only
item shareholders vote upon is the annual
election of directors.

E. Erhibits. The exhibits required by Item
601 of Regulation S-K, 17 CFR 229.601, are not
applicable and will not be provided.

F. Per share information. The statement of
financial information required by Items 301
and 302 of Rule S-K, 17 CFR 229.301 and 302,
is inapplicable because the shares of the
Banks are subscription capital that trades at
par, and the shares expand or contract with
changes in member assets or advance levels.

G. Beneficial ownership. Item 403 of Rule S—
K, 17 CFR 229.403, requires the disclosure of
security ownership of certain beneficial own-
ers and management. The combined finan-
cial report will provide a listing of the ten
largest holders of capital stock in the Bank
System and a listing of the five largest hold-
ers of capital stock by Bank. This listing
will also indicate which members had an of-
ficer that served as a director of a Bank. The
combined financial report will also disclose
the top ten holders of Bank stock in the
Bank System by holding company, where the
Bank stock of all affiliates within a holding
company is aggregated.

PART 1274—FINANCIAL
STATEMENTS OF THE BANKS

Sec.

1274.1 Definitions.

1274.2 Audit requirements.

1274.3 Requirements to provide financial
and other information to FHFA and the
OF.

AUTHORITY: 12 U.S.C. 1426, 1431, 4511(b),
4513, 4526(a).
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